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82p CoNnGrREss SENATE { Report 
2d Session — 


EXPORT CONTROLS AND POLICIES IN EAST-WEST 
; TRADE—II 


(legislative dav, , 1952.—Ordered to be printed 


Mr. O’Conor, from the Subcommittee on Export Controls and 


. Policies, submitted the following 


REPORT 


Parr | 
PREFACE 


In its report, Export Controls and Policies in East-West Trade 
(S. Rept. 944, 82d Cong.), the Subcommittee on Export Controls and 
Policies reported, among other things, the status of export con- 
trols over shipment of strategic materials from Western Germany to 
the Soviet orbit. An extensive inspection in Western Germany, made 
by a subcommittee staff representative during April 1951, indicated 
that the area covered was a virtual sieve through which critical goods 
were flowing to the east, thus reducing the ultimate effectiveness of 
security export controls then in effect in the United States and most 
other western countries. 

During the intervening months reports have been received from 
time to time indicating that progress was being made toward the 
correction of the deficiencies noted. ‘To obtain a survey of the current 
situation, the subcommittee on January 1, 1952, sent another staff 
representative to Western Germany and to certain other European 
countries to learn at first-hand the nature and extent of changes and 
improvements. 

In a period of a little more than 2 weeks the subcommittee repre- 
sentative visited not only Western Germany, but also interviewed 
officials in London, Paris, and Amsterdam. In Western Germany 
the principal investigations took place in Bonn and vicinity, in Frank- 
furt-on-the-Main, and in Berlin. Included as of special interest were 
the check points of Helmstedt and Dreilinden on the road leading to 
west Berlin. 

About 70 persons, including American and European officials, were 
interviewed in the course of the survey. Each of these persons had 
cognizance of some aspect of east-west trade, some being compre- 
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hensively informed on the subject. As a result of these interviews, 
and of direct observation, it was possible for the subcommittee agere- 
sentative to obtain a fairly complete picture of east-west trade i 
Western Europe in a relatively short space of time. 

This picture is more complete by virtue of the willing assistance and 
cooperation of the members of the United States High Commissioner’s 
staff at Bonn who assembled extensive documentation for the sub- 
committee while the representative was observing and interviewing. 
Those documents, and others obtained elsewhere, are now in the 
subcommittee files and form a basis for this report. 

The staff representative making the survey was accorded full 
cooperation by all persons interviewed and by the staffs of the inter- 
ested executive agencies. Access to classified information has been 
cranted where necessary and appropriate. 


SUMMARY AND CONCLUSIONS 


This survey has led to the conclusion that the over-all picture of 
Western German security export controls is now notably better than 
that disclosed by the subcommittee survey made in the spring of 1951. 
Western Germany, which was then an open door to the east, made 
significant advances in the export control field. Some improvements 
also have been achieved in other countries of Western Europe varying 
from country to country in extent and effectiveness. On the whole, 
however, the Western European export control picture, although 
improved, is not yet wholly satint actory. 

The subcommittee recommends that serious consideration be given 
to the promotion of internationally agreed control of free ports and 
transit trade. Such control can be achieved by requiring that any 
strategic goods for which the destination is changed from the west to 
the east while in transit be subjected to special security licensing by the 
country of transit. It would be relatively simple to do this at the 
point of exit in the case of overland shipments or through official 
participation in the change of destination of goods in a free port. 
Such control, however, can be really effective only if achieved by 
reneral international agreement. Less than unaminous control action 
merely penalizes ae who cooperate in this endeavor. 

It was found that it is still possible for western ships to be used to 
carry strategic cargoes to and for the east. The extent to which they 
are being so used merits serious study. Control of western shipping by 
the Soviets:through the devices of bareboat charter and time charter, 
although still possible, has, as a practical matter, diminished substan- 
tially for the time being. However, western security can best be 
served by international cooperation toward more extensive and effec- 
tive shipping controls to prevent resurgence of this situation. 

The subcommittee also recommends that every effort be made to 
maintain close cooperation with the West German security export 
control officials until and even after jurisdiction over the export control 
system is relinquished entirely to the Germans, as is proposed to be 
done in the near future. 
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Parr Il 
WEST GERMAN EXPORT CONTROLS 


West German export controls are divided into several distinct 
aspects. Licensing of almost all commodities to the Soviet bloc is 
centralized in the Central Licensing Agency in Frankfurt under the 
Ministry of Economics. Some commodities, principally minor foods, 
plants, small household materials, and other nonstrategic items, are 
on a “free list” and can be exported to the east without the specific 
approval of the Central Licensing Agency. In addition, the Central 
Licensing Agency is responsible for the security export licensing of 

stratezic commodities from the Federal Republic to all destinations. 

The licensing system in the spring of 1951 provided that many 
export licenses could be issued by commercial banks in We stern 
Germany. The subcommittee considered this a grave deficiency, both 
in terms of administrative management and in the manner in which it 
was carried out. This has since been changed to place the entire 
licensing operation, except for a few items, in the hands of the Central 
Licensing Agency. The principal and most important exception is 
coal, which is licensed under Allied authority direct to all destinations 
by the Solid Fuels Functional Group at Essen. 

The staff of the Central Licensing Agency has been increased 
about threefold since the first subcommittee survey (it had 44 em- 
plovees then) and at the time of the recent survey included 135 
people directly concerned with the licensing operation. A number of 
these persons are still new in their jobs and as they gain experience 
and competence further improvements in security export licensing are 
anticipated. On January 12, 1952, the director of the agency stated 
that half of his staff had at that time less than 6 months’ experience in 
this work. 

Throughout the agency, however, there seemed to be an atmosphere 
of determination to do the job prope rly. All of the divisions visited 
exhibited an eagerness to achieve effectiveness and efficiency, and the 
system, if not diverted from its present course by political or economic 
expedienc, vy, gives promise of becoming a thoroughly commendable 
ope ration. 

(West Berlin international and interzonal export licensing is handled 
by the Office of Trade. It operates in a manner similar to the Central 
Licensing Agency.) 

The customs service, which is under the Ministry of Finance, has 
jurisdiction over export declarations, and is responsible for physical 
examination of commodities licensed under the security export system 
either at point of origin or at poimt of exit from the country or in some 
instances both. 

When an export declaration is submitted to the inland customs 
office it is examined to determine whether the exporter should have 
applie« | also for a license from the Central Licensing Agency. If so, he 
is referred to that agency; if not, the export declaration is approved 
by customs and the goods permitted to travel on the approved 
declaration. (The customs operation in west Berlin is comparable in 
scope and operation.) 
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CURRENT EXTENT OF GERMAN EXPORT CONTROLS 


On June 1, 1951, all exports from the Federal Republic to Com- 
munist China were made subject to licensing by the West German 
Central Licensing Agency. 

On August 15, 19! 51, the Federal Re public promulgated a regulation 
requiring that all exports to the Soviet orbit be licensed by the Cen- 
tral Licensing Agency, thus extending to all other Soviet-dominated 
countries the control which previously had been imposed on ship- 
ments to Red China. 

The West German licensing system has been effectuated and 
implemented by sundry legislation in the Federal Republic. During 
the last 7 months of 1951 most of this legislation, which, of course, 
applies only to the Federal Republic, has been made applicable té the 
western sector of Berlin by adoption by the Berlin Senate with only 
such changes as might be necessary to make the legislation particu- 
larly applicable to the Berlin situation. It was stated by United 
States officials in Berlin that these changes are principally clerical in 
character. Three of the Federal Republic export laws have not as 
yet been published in Berlin, but drafts are currently in preparation. 

As a result of this program of concurrent legislation, and by virtue 
of close cooperation between the Allied and German officials in 
Western Germany and in west Berlin, the export licensing and inter- 
zonal trade control systems in both areas approach similarity in 
procedure, scope, and operation. 

As a result, although a year ago Western Germany and western 
Berlin were major channels for goods going to the east, the situation 
now appears to have undergone major changes. These areas now 
appear well up on the scale in form of security export controls. 

A major factor in the improvement of Western Germany’s security 
export controls and elimination of deficiencies noted by the subcom- 
mittee in its earlier survey was the study made by American experts 
employed for that purpose by the Western German Government dur- 
ing the latter part of 1951. Many of the recommendations in that 
report have already been implemented to some degree, and most of 
the remainder are presently in process. Also important has been the 
close and effective cooperation which has been developed between 
Allied and German officials. 

Another encouraging development is that,in the very near future, 
a group of German officials responsible for various aspects of their 
licensing system are to visit the United States to study the export 
licensing system in operation in this country. Continuation of that 
sort of international cooperation can go far to encourage the institu- 
tion and maintenance of improvements in both systems. 


WEST GERMAN INTERNATIONAL EXPORT LICENSING SYSTEM 


Under the present system an exporter makes application for export 
license on a form, the original of which now becomes the license 
itself. He submits this applic ation to the Central Licensing Agency 
where it is first checked for formal completeness and entered in a log. 
It is then sent to the appropriate technical experts to determine the 
character of the materials for which license is requested. These 
officials, after appropriate study, recommend the approval or denial 
of the license. If it is denied, the exporter is then notified. If approval 
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is recommended, in some instances an end-use check is instituted or 
an import certificate is required. Upon final approval, the original is 
executed by the Central Licensing Agency and returned to the 
exporter as a license normally having a validity of 6 months. When 
this license is returned to the exporter that fact is entered in a log. 
When the goods are shipped, the license papers taken up by customs 
officials at the point of exit from the country are returned to the 
Central Licensing Agency for comparison with the working papers 
and for closing entry in the same log. If the license is not used 
within the 6 months period, it must be returned for invalidation. The 
exporter may, of course, apply for another license in place of the one 
invalidated. 

The present license form is on safety paper as recommended by our 
subcommittee and by American experts in the field. All unused 
spaces are canceled in ink at the Central Licensing Agency before the 
license is issued. In order to restrict the possibility of changing par- 
ticulars in the license, quantities must be listed by piece in numbers 
and in words, and weight must likewise be shown in numbers and in 
words. 

There still remains the possibility that there might be complete 
forgery of a license, that is, that an exporter might himself complete 
a license, forging signatures, approval indications, and rubber stamps. 
However, the German officials interviewed indicated that no such 
instances had as yet been encountered and that should such a com- 
plete forgery occur it would quickly be discovered (but only after 
the export of the goods) by virtue of the fact that the original license 
when returned to the Central Licensing Agency would have no coun- 
terpart working papers in the files. Such a complete forgery is pos- 
sible since an exporter may purchase the forms without serial number 
for a nominal sum at various places throughout Germany. Should 
this possibility of complete forgery become a problem worthy of se- 
rious consideration it could probably be obviated by controlled issuance 
of serially numbered application papers by the Central Licensing 
Agency. At present, however, the need for such control has not be- 
come real. 

The persons concerned with handling of license applications seem 
to have a diligent interest in the proper operation of the system and 
the statistical accounting office has recently been commended by Allied 
officials as being the most efficient aspect of the licensing operation. 
This, however, should not be construed as a criticism of the other 
offices since all divisions are closely competing with each other in 
striving toward efficient operation. 

End-use checks by the West German Government are supple- 
mented by the so-called ICDV system (Import Certificate, Delivery 
Verification). Under that system, an import certificate from the 
country of destination, with the further provision that the fact of 
delivery shall subsequently be verified, may be required. Such import 
certificates are not presently issued by all countries to which shipments 
may be made and not all such countries have a system for delivery 
verification. In the case of France, for example, no import certificates 
have been received by the West German Government, according to 
statements of officials, although France does provide for delivery 
verification once the goods arrive in France. The present incomplete- 
ness of this recently instituted ICDV system throughout the whole 
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Western World abets the use of free ports and overland transit trade 
to divert west-bound shipments to the east. The transit trade prob- 
lem is discussed at greater length in another part of this report. 

Although the Allied High Commissioner and the Office of the 
United States High Commissioner for Germany presently have some 
cognizance and control over the West German licensing system, it is 
anticipated that this control will be relinquished to the West German 
Government at the time of the execution of the so-called contractual 
agreement which it is anticipated will take place some time prior to the 
middle of 1952. It seems not improbable that the Central Licensing 
Agency may then be subject to political and economic pressures which 
may have more effect than is presently possible under Allied control. 
lt would be most unfortunate if these pressures should become so 
great as to bring about a relaxation of security export controls 


WESTERN BERLIN 


Western Berlin is separately governed and not a part of the Federal 
Republic (commonly referred to as Western Germanv) and because 
of its inatiled character within the Soviet zone, has a number of par- 
ticularly vexing problems In connection with control of trade, the 
most notable of which is its intersector border between West Berlin 
and the Soviet sector 

‘Trade between West Berlin and the Federal Republic and other 
countries of the west travels, through various channels. The high- 
wav leading through the Soviet zone and entering the Federal Re- 
publie at Helmstedt is typical The subcommittee representative 
accompanied by HICOG officials traveled this route both ways by 
ear, thereby having an opportunity to observe this traffic 

Under won present system goods (except transit goods) traveling 
either way must have the apt yroval of the Berlin Office of Trade or the 
Central Lic ‘ensing Agency of the Federal Republic. This system, 
although not foolproof, does tend to control traffie in critical goods. 
When a trade permit is issued for shipments between West Berlin 
and the Federal Republic, this permit is submitted at the border 
check point in the same manner as export papers for international 
shipments. 

For example, a shipment by truck from Western Germany to West 
Berlin arrives at Helmstedt where the export papers are presented to 
the customs officials. ‘The load may or may not be inspected and the 
numbers of the export papers covering shipments in the truck are 
listed in duplicate. The truck earrying the original copy of that listing 
then proceeds through the Russian check point a few yards away and 
if passed, continues toward the check point at Dreilinden near 
West Berlin. Upon arrival at Dreilinden, the original copy of the list 
of trade permits and international export licenses is presented to the 
customs officials who again may check it against the load carried. 

According to persons on duty at the Dreilinden check point these 
trade permit and license lists for each truck are compared with the 
duplicates retained at Helmstedt only every 10 days. Although it was 
stated that some form of check of arrivals and departures was made 
more often by telephone between the two points, the system is loose 
enough that it would seem relatively easy for a shipment to be unload- 
ed and substituted en route between the two check points. It might 
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be possible even for one loaded truck to be substituted for another of 
similar description. This would be particularly true in cases where 
the nature of the load or manner of packing would make extensive 
physical checking difficult. 

Spot checking by customs officials may involve anything from a 
casual view of the contents of a truck with perhaps some probing of 
such loads as grain or coal, to unpacking of some or all of the crates 
on a truck. At Helmstedt it was stated that, depending upon the 
volume of traffic, spot checks were done on a 20 to 80 percent basis. 
that is, 2 to 8 out of ev: ry 1G trucks would be subje et to some form or 
degree of physical checking. In some instances inspection was made 
of the he ‘rbody of the truck as well as the ostensible contents 

At the time the subcommittee representative visited Helmstedt en 
route to West Berlin, the trucks waiting to pass the check point ex- 
tended in a line westward for about a mile and a half. When check 
point officials were questioned as to the reason for this they stated that 
their check point a few yards away and that when queried about this 

slow-down (which occurs periodically but never on a week end when 
the Russian employees have time off) the Russians explained that they 
had certain administrative difficulties and temporary lack of personnel. 

It was not possible, of course, to examine the Russian check point 

carefully but the low-down upper ared Lo he evidence of delibe rate 


the Russians were permitting only two trucks per hour to pass through 


Russian harassment of this traffic. U pon return through the same 
check point the following day the situation had not improved and the 
line of trucks was even longer. At Helmstedt it was noted that new 


eround ley el scales were under construction and several other improve- 
ments in the facilities of the check point were stated to be under way. 

In the city of Berlin itself the many crossing points between sectors 
and the free movement of public transportation between the sectors, 
add to the difficulties of control. These points are covered to some 
extent at least by customs personnel who, it was stated, check commer- 
cial vehicles for proper documentation and may inspect the contents 
They also check some of the persons trave ‘ling betweet n the sectors. 

This sort of operation makes it difficult although far from im- 
possible for large strategic items to pass east unde tected but there 
is virtually no opportunity to intercept small strategic items which 
might be carried by a person using, for example, pub Te surface, sub- 
way, or elevated transportation between the sectors. The West 
Berlin authorities, both Allied and German, are well aware of this 
problem and are seeking every possible means of minimizing it. One 
current step is surveillance to some extent of the eet of West 
German firms receiving or producing goods of a strategic nature. 
Such a surveillance, however, is full of loopholes. Perhaps the most 
effective deterrent to this trade has been the fact that during the past 


year the Western Berlin enforcement activities, particularly court 


prosecution, although not extensive, have been more vigorotis and 
fruitful 
WEST GERMAN ENFORCEMENT ACTIVITIES 


Broadly seen, the initial enforcement activities supporting security 
export controls in Western Germany are divided between the Ministry 
of Economics, of which the Central Licensing Agency is a part, 
and the Ministry of Finanee, which controls the customs system 
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Enforcement begins at the border, where customs officials, having 
jurisdiction over the flow of goods in shipment, have an opportunity 
to check the goods actually shipped against the licenses. This is done 
on a spot- -check basis, the extent of which varies widely. Spot check- 
ing is supplemented by specific checking in instances where informa- 
tion has been received indicating that the goods are not as described 
or in those cases where the shipment is made by or to a person or 
firm on a so-called watch list. It was not possible to determine with 
any degree of accuracy the extent of these watch lists and the extent 
to which they are effectively used, but it was stated that detentions 
for final checking are in excess of those at the time the subcommittee 
made its first survey in April 1951. 

When the subcommittee representative went through the border- 
control check point at Dreilinden, the entry point to Berlin, the check 
docks on the exit side from Berlin to the Russian zone and Western 
Germany contained certain X-ray equipment, technical measuring 
equipment, and valves, all of which were then being held for determina- 
tion as to whether they were of a strategic or nonstrategic nature. 
In each instance the eventual destination of the goods was beyond the 
iron curtain. 

In this connection it might be noted that one of the principal 
deficiencies in the enforcement picture seems to be that the customs 
officials have not as yet been adequately mndoctrinated in the need for 
and operation of security export controls, although the staff representa- 
tive was informed that steps to achieve this are in process. 

The next step in enforcement activities is a report of the stoppage 
of particular goods to appropriate German and Allied officials to 
determine whether the goods shall be permitted to proceed or shall be 
returned to the shipper. In those instances where there appears to 
be adequate ground a fine may be levied administratively or the 
matter may be turned over to the Ministry of Justice for prosecution, 

At the time of the subcommittee’s first survey it was stated by 
- est German officials that they had not detected even one case of 

‘val export of strategic materials through those channels over 
which they have surveillance, and the only prosecution had been in 
West Berlin. This situation has improved but is as yet far from 
adequate. some prosecutions have taken place and, in several 
instances at least, individuals have been sentenced to penal servitude. 
Other cases are still under investigation. 

One serious obstacle to more effective enforcement of security 
export controls has been and remains the fact that there are, it is 
claimed, legal obstacles of a constitutional nature to an administrative 
action program under which sanctions such as denial of licenses to 
violators or revocation of already issued licenses might be invoked. 
Under the present German system, individual public servants are sub- 
ject to suit by persons who may feel that they are aggrieved by official 
action taken. A study is now being made to determine what can be 
done to overcome this difficulty. 

Supporting the West German enforcement activities, the Office of 
the United States High Commissioner from time to time takes adminis- 
trative action against German firms engaged in illegal east-west trade. 
During the early part of 1951, discussions leading up to such adminis- 
tration action were under way but it was not until August that a pro- 
cedure had been deve lope “dd. 
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Under this procedure an east-west trade panel was established to 
consider investigative reports concerning illegal or irregular trade 
activities by West German firms. On the basis of the panel’s recom- 
mendation, appropriate United States officials in Germany determine 
the nature of the action to be taken against the firms involved. A 
statement of the facts and the tentative administrative action are 
then submitted to the West German authorities. Such administra- 
tive action remains in effect until the West German Government 
reports facts on which HICOG can determine either that the admin- 
istrative action should be canceled, modified, or made permanent. 

Approximately 35 cases were considered by the panel during 1951, 
and in 28 of these administrative action was decided upon. This 
administrative action consists of denial of critical exports from the 
United States, denial of United States-financed imports, and denial 
of counterpart funds. In addition to these forms of administrative 
action, appropriate steps are taken to insure that neither the military 
nor civilian operations of the United States in Western Germany have 
any contractual dealings with the firms against which administrative 
action is decided upon. Copies of correspondence in representative 
cases of administrative action are in the subcommittee files. 


HICOG EAST-WEST TRADE ACTIVITIES 


The number of persons directly or indirectly concerned full or part 
time with east-west trade activities in the Office of the United States 
High Commissioner for Germany has been increased somewhat since 
the subcommittee’s first survey, but more significant is the fact that 
interest in this field has increased generally. There seems to be a 
present enthusiasm and determination by all persons concerned to have 
the West German security export control system operating as effec- 
tively as possible before full jurisdiction over the system is relinquished 
lo the Germans under the contractual agreement. Particularly notice- 
able is the philosophy of the operation which is that, to the greatest 
extent possible, the actual operation of the system should be in the 
hands of the Germans, subject to observation and guidance by appro- 
priate Allied officials. The purpose of this is to enable the Germans 
who are to take over full jurisdiction to have the greatest possible 
training in the field and to instill in them so far as possible a habit and 
philosophy of operating the system in a manner compatible with 
western security interests. 

One point of apparent possible weakness is in the office of the Mutual 
Security Agency Controller. That office, which early in 1951 had 
seven American investigators, now has only four to perform all of the 
investigations, including end-use checks. These four are supplemented 
by three German investigators, but the previous seven had some similar 
personnel supplement. At the time the subcommittee investigator 
discussed the matter with HICOG officials, the Controller’s office 
had a backlog of approximately 700 cases, 450 of which involved 
strategic material. With the present staff, the Controller’s office 
is able to handle about 100 routine cases per month plus current in- 
vestigations on urgent specific requests. It was stated that this 
decrease in the Controller’s staff resulted from a requirement in the 
Mutual Security Act that the staff of the new agency be cut 10 percent 
under the ECA staff. 
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[t was not possible to obtain any reasonable éstimate of what would 
be an appropriate staff to carry the anticipated burden in forthcoming 
months, but the great backlog and the tense international situation 
indicate that this operation should be given careful study to determine 
whether it is presently adequately staffed or to what extent the present 
staff should be augmented. 

The subcommittee in its first report commented on the absence of 
on-the-spot inspections by Allied personnel responsible for security 
export controls. In the 5 months following that report there were 
at least seven inspections, two of which were tripartite and five by 
HICOG officials, of such places as zone boundaries, sector boundaries, 
inland customs offices, and the free port of Hamburg. Although it 
would probably be cae and helpful to have more frequent in- 
spections of at least as extensive scope, the number of HICOG em- 
plovees exclusively aaanae in east-west trade activities is limited to 
such an extent that it would seem to be difficult to increase the fre- 
quency of personal inspections appreciably without interference with 
the remainder of their operations. 

Subsequent to statements released by the subcommittee last spring, 
activities of the 7751 Military Police Customs Unit were extended 
to the interzonal border and later to the Western Berlin are: The 
number of reer and the effectiveness of the operation of the 
Military Police Customs Unit is a tribute to the zeal and good will of 
the officers and satis d men engaged in this work.  First- hand obser- 

vation indicates that, if this unit is to be continued in this operation 
for any great length of time, it should receive more comprehensive 
training in customs operations. If, however, this unit will be with- 
drawn when the contractual agreement is signed and full control of 
exports is turned over to the Germans, it appears that further training 
of the unit would be of little value, since the time remaining is sbort 

Much credit must be given to the unit for having served well under 
difficult circumstances, and for having assisted notably in the indoc- 
trination and orientation of German customs officers at the check 
points. This has been achieved not so much by formal training as 
by example. German border officials, by watching and working with 
military police officers and men, have come in some measure to see 
how the effectiveness of the unit was achieved and have been guided 
thereby. 

TRANSIT TRADE AND FREE PORTS 


Probably the gravest weakness in present security export controls 
throughout all of Western Europe is transit trade which includes 
transshipments and shipments in transit overland and through free 
ports. 

Through these channels, goods may travel to the east avoiding 
western security export controls. For example, a shipment may 
originate in country A, traveling from that country with appropriate 
license papers supported by an import certificate from country B, 
the country of designated destination. Shipping instructions may 
provide that the goods shall travel through country C or by way of 
a free port physically located in country C. While the goods are 
actually traveling through country C or resting in the free port, 
shipping instructions may be changed to provide a new destination 
behind the iron curtain. 
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At the time of change these goods are beyond the control of country 
A and have not vet come within the jurisdiction of country B. In 
most cases country C denies having any authority to interfere with 
the transit shipment, even though the destination of the shipment 
be changed. In this connection the free port of Hamburg has quite 
recently taken some steps to control change of destination as to the 
Soviet bloc of goods passing through. As a result, it is reported that 
the number of transit shipments passing through Hamburg have fallen 
to a very low point. Because of the lack of time, an on-the-spot check 
of the situation in Hamburg could not be made by the subcommittee 
representative. 

Officials of various West European countries have frequently stated, 
on the one hand, that the volume of strategic materials involved in such 
transshipments is small and, on the other hand, that the administra- 
tive difficulties and expense of control would be enormous. The fact, 
however, appears to be that these two statements are essentially 
contradictory. It would seem quite simple to bring into effect export 
controls when the destination of a shipment is changed from a 
western point to one behind the iron curtain. In the case of 
goods traveling overland this could be achieved at the point of exit 
by determining whether the then destination was the same as the 
destination indicated when the goods entered the country and in the 
case of free ports, by ss approval by free-port officials when a 
destination is changed or when a new destination is given for goods 
traveling on order bill of lading. 

In the event the new destination is in the Soviet orbit, check could 
be made to determine whether the goods were of strategic character or 
not. If of a strategic character, they could then be subject to appro- 
priate security export licensing. 

Serious consideration should also be given to control over all other 
transit shipments of strategic materials as well to prevent improper 
shipments under color of an ostensibly valid license or otherwise. 

It must be emphasized that if the volume of strategic materials is 
as small as has been argued by many officials of West European coun- 
tries, then the administrative difficulties and the expense of the system 
as herein outlined should be corre spondingly small. If, on the other 
hand, the difficulties and expenses prove to be great, it can only be 
concluded that the enormity of the difficulty and expense are a direct 
result of the frequency of changes of destination of strategic goods in 
the free ports and while in transit overland and of the volume of im- 
proper transit trade. 

The real reason for the decided reluctance on the part of the various 
Western European governments to impose stricter controls of trans- 
shipments and free ports is somewhat more down to earth. Each 
country appears to feel that, if it takes action to control this trade, 
the trade will move through similar channels in other countries and 
the country taking action will thereby lose the profit to be derived. 
Kach country seems to feel also that, if such control action is taken by 
all countries, some will profit at the expense of others through lax 
administration of controls. Simply stated, the present condition 
places profit above western security. Equally simply, effective cor- 
rection can come only through sincere general international cooperation. 
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SHIPPING 


With the exception of the United States, Panama, and a few other 
nations, there are at present no restrictions on the use of ships of any 
western nation in carrying strategic commodities to or for the eastern 
bloc, provided that such ships do not violate the export control laws 
of the countries where the goods are loaded. This means, in effect, 
that for a profit consideration a western-flag ship can pick up stra- 
tegic materials in an iron-curtain port such as Gdynia, Poland, or 
in a western country free port (where the original destination of the 
goods has been changed) and carry them to a destination behind the 
iron curtain. In this manner, western vessels with western crews and 
under the protection of western flags are effectively in the service of 
the Soviet orbit. 

Arguments are advanced that such strategic shipments are but a 
small part of the trade actually carried by such vessels, but manifests 
obtained by the subcommittee some months ago do not bear this out, 
and there is as yet no reason to believe that the cargoes now carried 
by these ships through these channels to the east have any smaller 
proportion. of strategic materials than shown on those manifests of 
some months ago. The subcommittee has been unable to obtain 
reliable figures to determine the extent of this abuse of western 
shipping. 

lf the use of western shipping in carrying goods to the east can be 
defended, it can be defended only so far as the goods carried are not 
building the war potential of the east in its fight to impose communism 
on the west. If the amount of traffic in strategic goods is as small as 
bas been argued by some of the maritime nations, then elimination 
of such shipments of strategic goods should not seriously curtail their 
shipping profits. If, however, the volume is greater, then those 
protits can rightly be termed blood money. 

There has been a diminution of the bareboat charter and time 
charter devices through which Soviet orbit countries gain control of 
western-flag vessels. It has been stated that bareboat charters of 
western vessels to the east are virtually eliminated for the present at 
least but that some limited time charters remain. 

The principal argument against the elimination of the time charter 
has been that the vessel being in the hands of a western crew is still 
subject to the control of the country whose flag it flies. However, in 
mitigation, officials claim that relatively few such time charters are 
presently in existence, and these comments are therefore intended 
more as a warning against future possibilities than as a protest against 
an extensive current practice. 


EXPORT CONTROL EFFECTS ON IRON CURTAIN COUNTRIES 


For quite some time past it has been observed that in Western 
Europe, enthusiasm for control of strategic exports to the east has 
been increasingly tempered by a growing feeling that such controls 
are futile or of little consequence as compared with the sacrifices they 
entail. There seems to be a general feeling that these controls have 
not hampered the Soviet war production program, but have, on the 
contrary, only served to impose sacrifices on western economies. 
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Fortunately, that is not the true situation. The Soviet countries 
on the contrary are feeling deeply the effects of these controls, and this 
is becoming particularly apparent now that their reserves of raw 
materials, spare parts, scrap, and the like, are becoming depleted and 
exhausted. The subcommittee has had available to it statements 
from a wide variety of sources indicating that Russia realizes full well 
the economic and military hurt she has suffered and will continue to 
suffer as a result of these controls. 

Many of these statements concerning shortages, industrial break- 
downs, and economic scars have come from individuals who fled from 
behind the iron curtain. Some of these individuals were directly in 
positions of responsibility, and speak at first hand of the effect of these 
shortages. Others, speaking also at first hand. were in physical con- 
tact with the situation described, as in the case of mechanics deserib- 
ing the difficulties in vehicle maintenance brought about by a shortage 
of spare parts. 

Many of the shortages described are not directly related to the 
current Soviet armament program, but indicate that there are basic 
industrial shortages which are being, or eventually will be felt, in the 
armament program. Notable among the shortages are ball bearings 
and certain nonferrous metals essential to so many aspects of war 
production. 

The situation has become so grave that in Czechoslovakia attempts 
have been made to manufacture substitute tvpes of ball bearings from 
plastics which pulverize in a brief period of use. The few good ball 
bearings that are available often go ‘into manufactured products 
shipped to Russia. (It is interesting to note that Russia will not 
accept machinery if Czech ball bearings are incorporated in it.) 
Roller bearings also are in short supply and this affects machinery and, 
particularly, railroad rolling stock. 

A former employee of the Kovo Co. ball-bearing division, Prague. 
reported that as of mid-1951, ball bearings were being imported from 
France by air mail. According to this source, the illegal shipments 
of these ball bearings are referred to as “Action B.” Ball bearings are 
alleged to have been obtained not only from France, but also from 
Switzerland, England, and Finland. The source stated that the best 
supplier of ball bearings for Czechoslovakia was a firm located in 
Italy, which has been engaged in other questionable transactions. 
(The names of these firms and such details of the transactions as are 
available have been turned over to the appropriate agencies of the 
United States Government for action in the event the allegations as 
to deliveries are found to be correct.) 

In one instance the firm MEZ (the Moravian Electrotechnical 
Works) delivered electrie motors for the power plant at Auschwitz. 
Two weeks later the bearings had burned out and the electrical engi- 
neers were summoned from Czechoslovakia for repairs. The Czech 
bearings had to be removed and Swedish bearings substituted. 

Mining, which is most important to the iron-curtain countries, in- 
cluding both coal and uranium mining, has been hampered by dyna- 
mite shortages, and by shortages of equipment, and accidents have risen 
notably because of the low quality of fuzes and explosive charges. In 
the Czech uranium mines, according to one miner who has since fled 
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from there, the situation, as of about August 1951, was that few west- 
ern-made time charges remained in the mining stocks; that the Czech 
fuzes were unreliable, frequently exploding prematurely or being de- 
layed; and that since the summer of 1951 Russian time fuzes have 
been used, entailing even greater danger. 

Digests of about 50 interviews concerning industrial and medical 
shortages of various types of Czechoslovakia and Poland are in the 
subcommittee files, and have been made available to the appropriate 
agencies of the United States Government. 

Additional evidence of this effect is found in Russia’s recent increase 
in propaganda for the promotion of east-west trade. That propa- 
ganda, it is becoming increasingly apparent, is motivated by the 
Soviet shortages and difficulties induced by western export controls. 
It is not an expression of a genuine and unselfish desire on the part of 
Russia for peaceful east-west trade, nor is it even propaganda for the 
purpose of placing the iron-curtain countries in a good light in the eves 
of western persons who may be communistically inclined. It is 
rather a real and desperate expression of the Soviet orbit’s rapidly 
increasing need for those goods of which it is deprived by western 
security export controls. 

It should be most heartening to persons concerned with or affected 
by export controls to know that the sacrifices made have not been in 

vain. The course has not been easy, but it would be tragic to abandon 
or relax these efforts when truly effective results are bei ‘ing achieved. 

The industrial potential of the east will increasingly feel this pinch 
of western export controls even as presently administered, and if 
current deficiencies can be overcome and loopholes blocked, the effects 
will be correspondingly greater. 


fc) 
UY 


ae mR neamNET Rer e tN 








a ee NR ETT —— 


